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Table: SINGAPORE KEY ECONOMIC INDICATORS 
1983-85 
(Current US$ millions, unless otherwise specified) 
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GNP per capita ($) 
GOP 


GDP (at 1968 factor prices) 
Gross Dom. Fixed Capital Formation 
--as % of GNP 
Output by Manufacturing Sector 

(at 1968 factor prices) 
Labor Force ('000, mid-year) 
Unemployment (%, mid-year) 
Ave. Weekly Earnings (all workers) 
Labor Productivity (% change) 
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MONEY AND PRICES 

y Supply (Ml, end of period) 2/ 
Money Supply (M2, end of period) 1/ 
Prime Rate (end of period) 
CPI (1982-83=100 -- end of period) 
CPI (year average) 
WPI (1974 = 100 -- end of period) 
WPI (year average) 
GOP Deflator (1968 = 100) 
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TRADE AND PAYMENTS 
Merchandise Exports (f.o.b.) 21837 22806 
(excl. Indonesia) 
--Domestic Exports 13818 15494 14806 
U.S. Share (%) 18.1 20.0 2.2 
(To the U.S.) (3962) (4825) (4826) 
Merchandise Imports (c.i.f.) 28153 28660 26278 
(excl. Indonesia) 
--U.S. Share (%) 13.1 14.6 15.2 
(From the U.S.) (4261) (4183) (3988) 
Merchandise Trade Balance 6316 -4591 =-3472 
Balance on Qurrent Account -819 -727 =252 
Balance on Capital Account 2675 1936 695 
Changes in Official Reserves -1059 -1514 -1350 
(minus = increase) 
Official Reserves (end of per.)2/ 9288 10444 12865 
External Pub. Debt (end of per.)1/ 318 294 283 


S$ to US$ (average for period) 2.1136 2.1331 2.2002 


Where appropriate, percentage changes are based on Singapore dollar figures. 
= «eee. Not applicable 
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1/ ... Using exchange rates as at end of period: 1983: US$1=S$2.1270; 1984: US$1=S$2.1780; 


1985: US$1=S$2.1050. 


Source: Government of Singapore publications. 





INTRODUCTION AND SUMMARY 


Singapore's twenty-year high growth streak ended in 1985 when the economy 
contracted 1.8 percent. The slump in world demand for petroleum and 
shipping hit Singapore's oil refining and maritime industries hard. 
Singapore's other breadwinners, entrepot, tourism, finance and business 
services, also suffered when international trends turned against them. 


But not all the bad news came from the outside. Singapore's high-wage 
policy, designed to weed out low technology industries, resulted in a loss 
of competitiveness with products from other Asian NIC's. There were several 
business scandals and the real estate bubble burst, sending the stock market 
into a tailspin. 


Although new foreign investment declined, it continued to come in. The 
Singapore government also intervened with a pro-business wage and fiscal 
package designed to reduce costs. The new budget increased public works 
spending by fifty percent and stock market regulations were tightened. By 
the first quarter of 1986, business confidence had improved; some depressed 
sectors began to show signs of life and others less affected by the 
recession continued to grow. Flash estimates for the second quarter 
indicate continued improvement with the recession flattening out. It is too 
early to call the turn with any certainty; world economic conditions are 
still problematical and structural problems in Singapore's economy remain. 
Nonetheless, the economy's improved first half suggests GDP growth for all 
of 1986 in the area of minus one percent, compared with a drop of 1.8 
percent last year. 


ECONOMIC PERFORMANCE AND TRENDS 


The Good Old Days: The 1.8 percent contraction in 1985 Gross Domestic 
Product (GDP) came as a shock to most Singaporeans, who had grown accustomed 
to 8-9 percent growth rates since 1964. Singapore grew that fast in part 
because of its geographic location, political stability and well-trained and 
disciplined work force. Capitalizing on these strengths, the Singapore 
Government's growth strategy rested primarily on promoting foreign 
investment in export oriented industries. In the late 1970s, the government 
decided that high growth could be maintained only by upgrading workforce 
skills and moving the economy out of low value-added industries such as 
textiles into high-technology industries and services. Manufacturing wage 
costs increased by some 90 percent from 1979 to 1984, but the Government 
achieved domestic price stability in part by increasing mandatory 
contributions to its retirement and welfare system, the Central Provident 
Fund. Public works spending also increased during the period 1979-1984 and 
helped to promote a boom in private sector construction and real estate. 
Services, especially banking, enjoyed rapid expansion. The Government's 
fiscal and monetary policies, which emphasized budget surpluses, price 
stability, and a stable Singapore dollar, continued to underpin the drive 
for export-led, high technology growth. 
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1985 - The year that wasn't: The world-wide downturn in demand depressed 
Singapore's export-driven economy along with those of the other newly 
industrialized countries (NICs). The crown jewel of Singapore's high-tech 
manufacturing strategy, the electronics industry, was particularly hard-hit 
by the shakeout in the U.S. computer industry. The decline in worldwide 
demand for oil and shipping sent Singapore's petroleum and maritime 
industries deep into the red. Tumbling prices for Southeast Asia's primary 
commodities, including oil, tin, palm oil and rubber, reduced growth 
prospects for Singapore's regional trading partners, especially Indonesia 
and Malaysia, which affected not only Singapore's domestic export and 
entrepot trade, but also her position as the region's center for business 
services, tourism and general commerce. 


Only Singapore among the Asian "mini-dragons" showed a decline in 1985 GDP. 
While Singapore's small economy is probably more sensitive to external 
factors than are those of Korea, Taiwan and Hong Kong, internal problems 
also contributed to the slump. Raising wages to drive out low technology 
industries did increase value-added in Singapore industries, but the 90 
percent jump in wage costs from 1979 to 1984 was matched by only a 35 
percent increase in productivity during that period. The rate of return on 
capital in manufacturing fell from 33 percent in 1980 to 17 percent in 1984. 


The construction sector accounted for 20 to 30 percent of GDP growth in the 
early 1980s, and its growth masked some of manufacturing's increasing 
structural problems. Spiraling rents increased business costs and 
encouraged many local companies to shift assets into the property market. 
The boom ended in 1984 with the completion of the Government's accelerated 
housing program; Singapore was left with a massive overhang of empty new 
hotels, apartments, warehouses and office space. 


The banks became more concerned about the quality of their loan assets, the 
Singapore stock market moved from lethargy to decline, and the government, 
conditioned by twenty years of economic growth, at first seemed to 
underestimate the gravity of the problems. The bottom was probably hit in 
early December when the Singapore Stock Exchange suspended trading for three 
days to prevent the collapse of several brokerage houses involved in forward 
stock transactions of the bankrupt Pan-El group. While the suspension of 
trading itself depressed business confidence, the Monetary Authority of 


Singapore's response to the Pan-E£l crisis arguably prevented a more general 
financial crisis. 


Although the news in 1985 was uniformly bad, the evidence for the first half 
of 1986 is more ambiguous, raising hopes that the recession may be near an 
end. The economy contracted by 3.4 percent in the first quarter, a slight 
improvement over the five percent contraction in the fourth quarter of 

1985. Problems in the real estate, construction and related sectors were 
the major reasons for the continuing downturn. The transport and 
communications sectors improved, however, and the decline of 
non-construction related manufacturing industries began to bottom out. The 
local electronics industry, which is tied directly to the United States 
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market, showed strong signs of renewed vitality. The picture continued to 
brighten in the second quarter with the petroleum refinery industry enjoying 
a boomlet and the shipyards picking up more work. Contraction in the 
construction and commerce sectors slowed. 


The Singapore Government continues to play an active role in managing the 
recession and laying the groundwork for recovery. The government accepted 
many pro-business recommendations from a study commission and also announced 
a pump-priming budget which not only cut taxes but also increased public 
works spending by fifty percent. The Monetary Authority of Singapore (MAS) 
maintained its export-oriented monetary policies. 


Foreign Trade dominates the Singapore economy: total trade is three times 
GDP and domestic exports amount to 92 percent of GDP. The recession hit 
Singapore's foreign trade sector hard in 1985 with total exports declining 
by 2.3 percent, the first such decline in ten years. Although exports to 
the United States grew by five percent, trade with Malaysia, Hong Kong, and 
Japan declined. Singapore does not publish statistics on trade with 
Indonesia, but an estimate based on Indonesian data suggests a decline of 
more than 50 percent in 1985 Singapore exports to that country. 


Domestic exports in the first quarter of 1986 dropped by twelve percent, and 
continued to decline in April and May but at a slower rate. Most of the 
decline was attributable to petroleum product exports; non-oil domestic 
exports fell only one percent. Re-exports, which account for 35 percent of 
total trade, fell thirteen percent, reflecting generally poor economic 


conditions in the region. Given the Singapore economy's present dependence 
on trade with key OECD and regional commodity-producing countries, 
Singapore's recovery is linked to OECD economic performance and commodity 
prices. 


Total new investment commitments in 1985 declined by 36 percent to US$500 
million. Although new foreign investment commitments declined by 32 percent 
in 1985, their share of total investment in the Singapore economy rose from 
70 percent in 1984 to 82 percent last year. The United States maintained 
its position as the largest foreign investor with US$190 million, 46 percent 
of all foreign and 38 percent of total investment commitments. Local 
investors continued to scale back their commitments, as they have since 
1981. Only recently has there been any sign of returning domestic investor 
confidence. Singapore authorities predict that new investment commitments 
in 1986 will rise to about US$700 million from $500 million last year. They 
are hopeful that the weaker Singapore dollar will attract more Japanese and 
West European investment, and that steps to lower the cost of doing business 
in Singapore (lower taxes, reduced worker welfare contributions) will 
enhance the island as a manufacturing site. Wage increases generally will 
be limited to those justified by rises in productivity. 


Although minor tax cuts made the 1985-1986 national budget moderately 
expansionary, the 1986-1987 budget, announced in March 1986, was a major 
exception to the government's usual contractionary fiscal policies. 





agen 


Corporate and individual tax ceilings were slashed from 40 to 33 percent, 
and development spending was boosted by a whopping 50 percent. The 
government could easily finance the anticipated FY 1986-1987 US$1.4 billion 
budget deficit by drawing on accumulated budget surpluses, but will probably 
finance a good part of the deficit by domestic borrowing in order to 
stimulate development of Singapore's long term capital market. 


Monetary policy continued to emphasize low inflation and a stable 
trade-weighted exchange rate reflecting the linkage with Singapore's biggest 
trading partner, the United States. The Singapore dollar weakened in 


1985-1986 against most major currencies in line with the downward movement 
of the U.S. dollar. 


Prices were stable in 1985. The Consumer Price Index (CPI) rose only 0.5 
percent compared to 0.9 percent in 1984. Prices declined by 0.5 percent in 
the first quarter of 1986 with marginal declines continuing in April and May. 


Unemployment, long stable at about three percent, became an issue in 1985 
when it reached 4.9 percent. About 96,000 jobs were lost, 37,000 by 
Singaporeans. Most of the lost foreign-held jobs were in the construction 
sector, and the workers were sent home. Another 19,000 jobs were lost in 
the first quarter of 1986, pushing the unemployment rate up to 6.1 percent. 
By the end of June, the rate had risen again to 6.5 percent. The size of 
the labor force remained unchanged at 1.2 million. Despite the likelihood 
of additional unemployment due to the ongoing recession, there are spot 
labor shortages in certain industries such as electronics. 


After years of ten percent average annual wage hikes, the tripartite 
National Wages Council recommended only three to seven percent wage 
increases for 1985. Average nominal wages rose only three percent; real 
wages were up 2.5 percent. Convinced of the need to hold the line on wages 
to improve Singapore's competitiveness and attract new foreign investment, 
the Singapore Government further tightened wage guidelines beginning in 1986 
to limit most raises to increases in productivity. The average 1985 wage 
cost for Singapore production workers was US$2.44 an hour compared to 
US$1.41 for Korea, US$1.78 for Hong Kong, and US$1.45 for Taiwan. 


Although real wages rose by 2.5 percent in 1985, productivity increased by 
only 1.4 percent excluding construction. Productivity rose 4.4 percent in 
the first quarter of 1986 because manpower shrank faster than output. The 
prospects for additional increases in productivity are good because of the 
employer CPF rate reductions which cut wage costs by twelve percent, further 


trimming of the workforce, wage restraint, and the investment of more 
Capital per worker. 





SECTORAL DEVELOPMENTS 


Manufacturing: Once the cutting edge of the economy, manufacturing declined 
seven percent in 1985 compared to 7.3 percent growth in 1984. External 
demand weakened, and Singapore's products became less competitive compared 
to other NICs. Manufacturing continued to contract in the first quarter of 
1986 -- by 8.5 percent -- but some industries, such as electronics and 
fabricated metal, turned around. The petroleum refining and maritime 
industries enjoy mid-1986 boomlets. The electronics industry's twenty 
percent growth slipped to a six percent contraction in 1985. The volatility 
of the electronics industry was demonstrated, however, by its 2.7 percent 


growth in the first quarter of 1986. Moderate growth will likely continue 
through 1986. 


Although the electronics industry symbolizes Singapore's quest for a 
high-tech export economy, the problems of the petroleum refining industry, 
which accounted for 27 percent of manufacturing output in 1985, had a more 
pronounced effect on Singapore's 1985 Gross Domestic Product. Output shrank 
by 9.8 percent in 1985 and contracted another 21.7 percent in the first 
quarter of 1986 compared to the same period in 1985. Refining operations 
have increased by about 25 percent, however, since March 1986; the industry 
is now operating at its full operational capacity of 800,000 barrels per day 
(bpd). Singapore's refiners are efficient and adaptable, and have been 
willing to accept thinner profit margins. The boomlet could result ina 
US$14 million profit for the refiners for the first six months of 1986 
despite a US$6 million loss in the first quarter. Although the current 
outlook is positive, industry officials are cautious, saying that the 
fundamental problems of too much refining capacity and too much crude oil in 
the region remain unresolved. Finally, even optimistic estimates for 1986 


pale in comparison with the US$550 million industry earnings in its peak 
year of 1982. 


The decline of the transport equipment industry started in 1982, and after a 
respite in 1984, resumed again with a 17 percent drop in 1985 and another 
six percent decline in the first quarter of 1986. Overcapacity in the 
shipping industry is to blame, although a small increase in ship repair 
orders in the second quarter has provided the industry some relief. The 
related oil-rig construction industry contracted by 15.6 percent in 1985 and 
by another 29.5 percent in the first quarter of 1986. Industry observers 


predict further contraction because of the falloff in oil exploration 
worldwide. 


Construction and the Property Market: The construction sector, which 
attracted nearly half of all new investment in the early 1980s, went into 
free fall in 1985 and contracted 14.3 percent. The decline continued into 
1986 with the sector registering a 29.2 percent drop in the first quarter. 
Further contraction is likely as major projects started in the boom years of 
the early 1980s are completed. Relatively few private sector construction 
projects are being started or contemplated because of the continuing glut of 
newly completed hotels, offices, warehouses and apartments. Similarly, the 
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high-flying property market also crashed in 1985 due to surplus buildings, 
the recession, and the end of inflated property investment expectations . 
The Singapore Government's 50 percent increase in public works spending in 
FY 1986 is designed to bolster general domestic business confidence as well 
as to help the construction sector and property market. 


Transport and Communications: The sector was one of the economy's few 
bright spots in 1985 although it grew by only three percent compared to nine 
percent growth in 1984. The sector again grew 7.7 percent in the first 
quarter of 1986. 


Services and Commerce: Although the sector is a catch-all, it includes some 
of the most important and fastest-growing segments of the economy, e.g. 
banking, as well as problem areas such as tourism. 


The performance of banking and business services was mixed in 1985. Overall 
growth dropped considerably from 14 percent in 1984 to three percent the 
following year. The patterns established in 1985 continued into 1986; 
overall growth for the sector slowed to 1.4 percent for the first quarter. 


Domestic operations continued to soften while offshore activity remained 
firm. 


The Singapore stock market suffered a disastrous year in 1985. 
Underregulation, speculation, insider manipulation and undercapitalization 
of brokers all played a role in undermining the stock market's activities. 
The viability of some stockbrokers and the resolution of outstanding forward 


contract commitments are still problematic, but a new Securities Industry 
law, passed in March 1986, aims to provide a balance between sufficient 
government controls and market self-regulation. By mid-year 1986, the 
market had recovered somewhat, but full confidence has not yet returned. 


Domestic commerce contracted by two percent in 1985 after average annual 
growth rates of six percent from 1979 to 1984. Wholesalers were hurt by the 
decline in entrepot trade, and retailers, restaurants and hotels were 
affected by the slowdown in tourism. Commerce continued to decline in the 
first quarter of 1986, dropping 2.5 percent. 


ECONOMIC PROSPECTS 


After four consecutive quarters of contraction, many of the external and 
internal problems that caused the economic downturn remain at least partly 
unresolved. Yet while most of the indicators six months. ago were uniformly 
negative, they are now ambiguous -- an improvement, albeit a modest one. 

The recession has begun to flatten out in mid-year 1986, and the economy may 
contract by only one percent for the year. Although 1986 probably will not 
see the end of the economy's problems, it could mark the start of a slow 
recovery to growth rates in the 3-5 percent range. 
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The economy is still beset with external constraints which limit demand for 
Singapore exports. The most important short-term factor is the prospect of 
a slowdown in the United States, Singapore's most important trading 
partner. American growth forecasts for 1986 have been scaled back, and 
Japan's growth rate for 1986 should also be lower than usual, with West 
European growth rates remaining moderate. 


It is also likely the Indonesian and Malaysian economies will contract or 
grow only slightly this year, primarily because of continuing low world 
prices for oil, tin, palm oil, and rubber. Singapore's economy will also be 


affected by restrictive policies of regional governments to husband scarce 
foreign exchange. 


Internally, Singapore must contend with long-term adjustments in the 
maritime and petroleum industries to counter a worldwide oversupply in both 
sectors. The massive overhang of new buildings will take years to work off, 
continuing to depress new private sector construction. The related drop in 
property values destroyed some local businesses and damaged the credit 
rating of others. Banks will continue to write off boom-time property loans 
and may lend only to their prime domestic customers. Although Singapore's 
high wage policy has definitely ended, average wage costs here are still 
much higher than in the other NICs. 


Despite these very real problems, there is a mid-year perception that the 
economy is on the mend, although that perception is not universally shared 
by the business community. Bankers, for example, remain generally more 
pessimistic about the economy, because of the continuing glut cf new 
construction and problems with declining values of real estate offered as 
collateral for loans. The feeling of optimism is strong enough, however, 
that the government felt it necessary to caution that a real recovery was 
still in the future in order to reassert the credibility of its wage 
restraint policies. The rate of contraction for manufacturing was slowing 
in mid-1986; some (refining and electronics, for example) were beginning to 


expand again. While the recovery will probably not be quick, the worst is 
probably over. 


Tne Singapore Government has helped by offering spot short term relief, and 
is working to upgrade worker skills and increase R&D activities in order to 
develop Singapore from a trading and manufacturing economy to "an 
international business center providing a comprehensive range of business 
services and opportunities." Singapore may be setting its sights too high 
given its size, traditions, foreign competition and regional economic 
realities. But Singaporeans are as familiar with challenge as they are with 


success, and the country's assets will continue to make it an economic actor 
to be reckoned with. 


IMPLICATIONS FOR U.S. BUSINESS 


The environment for trade and investment in Singapore remains positive 
despite the economic slowdown. American firms still regard Singapore as a 
good place to locate sales, distribution and manufacturing operations, and 
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the U.S. remains Singapore's largest single investor with an estimated 
US$5.2 billion invested as of year end 1984. The Singapore government has 
reinforced its commitment to provide foreign firms with an economic 
environment that is conducive to business in the region. In many ways the 
economic downturn has benefited firms operating here by reducing costs and 
by encouraging a far more pragmatic government approach to problems and 
concerns of the local business community. The weakening of the dollar also 
makes goods and services more competitive in Singapore, which has Asia's 
third highest per capita GDP after Japan and Brunei, against similar 
products from Japan or Europe. 


BEST PROSPECTS FOR U.S. FIRMS 


The United States & Foreign Commercial Service (US & FCS) helps find 
opportunities for U.S. firms, products and services, and assists firms to 
take advantage of those opportunities. The US & FCS has identified the 


following market sectors as providing best prospects for U.S. exports to 
Singapore in 1986-1987. 


Aviation and Avionics Support Equipment: Singapore is a comprehensive 
regional repair and overhaul center where a wide range of specialized repair 
activities are performed. Imported aerospace equipment (including aircraft) 
in 1985 amounted to US$1,016 million, an increase of about 12% over 1984. 

The United States is the largest supplier of aircraft and airborne equipment. 


Scientific/Analytical and Laboratory Equipment: The import of 
sclentific/analytical and laboratory instruments should keep pace with 
continued upgrading and restructuring of Singapore into a technology 


center. The local market is supplied almost entirely by imports, which in 
1985 were US$25 million and should reach $28 million in 1986. 


Electronics Industry Production & Test Equipment (EIPT): The electronics 
ndustry, one of the largest Singapore, reached a record output of US$4.0 
billion in 1985. New investment commitments reached US$280 million in 1985, 
and continue strong in 1986. Singapore continues to give high priority to 
developing this sector and to encouraging such front-end processes as wafer 
fabrication and integrated circuit design. Total import of EIPT equipment 
hit US$25 million in 1985 and is projected to reach US$33 million by 1989. 


Biotechnology: Biotechnology has been targeted as a growth industry for the 
future, and establishment of an Institute of Molecular and Cell Biology at 
the National University indicates Singapore's commitment to its nurturing. 
As part of a financial package to promote biotechnology, the government has 
offered incentives to allow a local company to write off 50 percent of 
losses sustained in high risk, high-tech projects. Although the domestic 
market is small, the country's traditional role as regional distributor 
should be attractive to American firms. 


Food Processing and Packaging Machinery (FP & P): Local tastes have begun 
to tilt towards convenience food and upmarket food products, backed by ~ 
official encouragement of R & D in food processing and process engineering 





aRBe 


through link-ups between food companies and institutions. The market for FP 
& P equipment, worth US$16 million in 1985, declined slightly from 1984, but 
demand for processing equipment such as aseptic packaging, aseptic 
carton-filling machines and form, fill and seal machines should grow 
significantly in the future. 


Automation Equipment & Industrial Robots: Government encouragement has 
greatly increased the use of automation equipment and industrial robots, 
with more than 750 manipulators and robots now used in such diverse 
operations as plastic injection moldings production, diecasting, spray 
painting, arc welding and automated printed circuit board assembly. To 
hasten the pace, the Economic Development Board has joined industry to set 
up a robot leasing and consultancy firm to lease industrial robots and other 
automatic equipment and provide related automation consultancy services. 


Information Technol (IT): Singapore is particularly anxious to exploit 
this industry's potential, and the potential for U.S. firms, the 
acknowledged leaders in this field, is tremendous. Singapore wants to see 
the development of products such as optical disk drives and customized 
chips. Advances in IT will also generate demand for application and systems 


software and associated services such as consultancy, turnkey systems and 
training. 


US & FCS SINGAPORE'S TRADE PROMOTION PROGRAM 


US & FCS Singapore is very active in arranging U.S. participation in the 
many international and regional trade fairs held each year in Singapore, and 
in arranging trade missions by visiting U.S. firms in certain product 
themes. These fairs provide U.S. firms an excellent vehicle for testing the 
market and finding the right local company to represent them, not only in 
Singapore but throughout the region. For more information on the events 
listed below, contact US & Foreign Commercial Service Singapore. 


FY 1987 OFFICIAL TRADE EVENT SCHEDULE 

October 1986: Hi-Tech Mission, Enex Asia '86 Trade Show. 

November 1986: Metal Asia '86 Trade Show. 

March 1987: Helicopter & Aviation Services Mission, Water Resources Mission. 
April 1987: Medic-Asia Trade Show. 

July 1987: Education Training Catalog Show. 

August 1987: Computer Asia '87 Trade Show. 

In addition to these events, US & FCS will have showcase information booths 


in various other events through the year. Please contact US & FCS for 
details. 
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